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Beginning August 20 discount rates were
reduced at several of the Federal Reserve
banks. The reductions were
Reduction in from 2 percent to li/> percent
discount rates
at the Federal Reserve Banks
of Atlanta, Chicago, Minneapolis, Richmond,
Dallas, Boston, and St. Louis and from 11/2
percent to 1 percent at the Federal Reserve
Bank of New York. In approving the first
of these changes the Board of Governors
issued the following statement in explana-
tion of its action:
"The Board of Governors today approved
the action of the directors of the Federal Re-
serve Banks at Atlanta and Chicago in reduc-
ing the discount rate from 2 percent to IY2
percent, effective in the 6th and 7th Federal
Reserve Districts, respectively, on August
21, 1937.
"The Board's approval was based upon the
view that the reduction of discount rates at
this time would assist in carrying out the Sys-
tem's policy of monetary ease and make Fed-
eral Reserve bank credit readily available to
member banks for the accommodation of
commerce, business and agriculture, without
encouraging member banks to borrow outside
of their districts or to liquidate their port-
folios in order to be in a position to meet the
needs of present or prospective borrowers.
"The reduction in discount rates, which
have had little or no practical effect during
the period when excess reserves were ab-
normally large and widely distributed
throughout the System, brings the rates into
closer relation with the interest rate struc-
ture generally prevailing, and affords to mem-
ber banks the benefit of rates, on advances
made by the Federal Reserve bank, which
are in line with those available in the money
market. During the extended period when
excess reserves of the banking system were
between two and three billions of dollars, the
occasion did not arise except in rare instances
for member banks to borrow from the Fed-
eral Reserve banks, and the discount rates
were accordingly inoperative as a practical
matter.
"As a result of the continued progress of
the recovery movement, demands of agricul-
ture, industry and commerce for bank ac-
commodation have steadily increased and at
the present time are augmented by seasonal
requirements, particularly with relation to
crop movements. While excess reserves, fol-
lowing the action of the Board in increasing
reserve requirements, remain at an unusually
high level of approximately $750,000,000 at
present for the System as a whole, they are
distributed preponderantly among the coun-
try banks and not in the money centers. The
reduction of the discount rates in the two
large agricultural districts of Atlanta and
Chicago should serve to assist the member
banks to utilize credit directly available in
these districts in order to meet banking re-
quirements in connection with crop move-
ments and business needs.
"It is the Board's view, therefore, that at
this time the Federal Reserve System can
best discharge its public responsibility and
promote the continuance of recovery by mak-
ing it possible for member banks to obtain
accommodation from Federal Reserve banks
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Recent changes in
excess reserves
at rates which will encourage them to employ
their funds to meet the needs of agriculture,
industry and commerce."
These were the first changes in basic dis-
count rates at any Federal Reserve bank since
May 1935. As of September 2, 1937, the
discount rates in effect at the various Federal
Reserve banks were 1 percent at New York,
IV2 percent at Boston, Cleveland, Richmond,
Atlanta, Chicago, St. Louis, Minneapolis, and
Dallas, and 2 percent at Philadelphia, Kansas
City, and San Francisco.
Excess reserves of member banks de-
clined in the latter half of July and the first
few days of August from
over $950,000,000 to about
$700,000,000. Subsequently
they increased somewhat and on August 25
amounted to about $760,000,000. At $700,-
000,000 on August 4 excess reserves were
the smallest since September 1933. Fluctu-
ations in member bank reserves during
July and August were due largely to changes
in Treasury balances at Federal Reserve
banks, which increased from less than $100,-
000,000 to over $300,000,000 through receipts
from the sale of Treasury bills in excess of
maturities and from securities sold and loans
obtained in the market by various Govern-
ment credit agencies. Subsequent expendi-
tures reduced Treasury balances to about
$160,000,000. A seasonal increase in money
in circulation in August and increases in
foreign and other nonmember deposits at the
Federal Reserve banks after the middle of
July absorbed over $100,000,000 of reserves.
The loss of excess reserves from the middle
of July to early in August was largely con-
centrated in the money market banks of New
York and Chicago, which supplied a large
part of funds obtained by the Treasury and
Government agencies. At New York, as
shown by the chart, excess reserves fell from
$230,000,000 to about $40,000,000, and at
Chicago from $60,000,000 to $25,000,000,
while at other reserve city banks and at coun-
try banks there was a small reduction. The
subsequent increase in reserves was con-
fined to New York and Chicago banks, re-
flecting not only Treasury payments in those
centers but also movements of business funds
to them.
EXCESS RESERVES OF MEMBER BANKS
BILLIONS OF DOLLARS
Notwithstanding the large loss of reserves
by money market banks, no appreciable tight-
ness developed in the New
New York York market. There was an
money market . ..,!-,,
increase m interbank borrow-
ing, and for a few days early in August the
rate on Federal Reserve funds, that is the
rate at which New York City banks borrow
reserves from other banks, usually on a
day-to-day basis, was in some cases as much
as 1/2 percent, but generally the rate for these
funds continued at the level of 14 percent,
which had prevailed for the past few months.
Loans by New York banks to out-of-town
banks have recently been made at rates vary-
ing from 1 percent to 2V2 percent.
Other open-market rates showed little or
no change from previous levels; the average
rate on the weekly issues of 9-month Treasury
bills continued at around !/£ of 1 percent, the
average yield on 3-5 year Treasury notes de-
clined to about 1% percent in July, and that
on the longer-term Treasury bonds to little
over 2^/2. percent. These were the lowest
yields on Treasury obligations since early in
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March. After the first week of August there
was a decline in prices of Treasury bonds
which raised the average yield to above 2%
percent in the latter part of the month, or
about the level prevailing in June and the
early part of July. Yields on Treasury notes
and bills also rose somewhat.
Following a decline in the first half of July,
total loans and investments of reporting mem-
ber banks in leading cities
Member bank credit jncreased in the period
in July and August ^
from July 14 to August 4
when these banks were losing reserves, but
in the two subsequent weeks they again de-
clined. On August 18 total loans and invest-
ments of reporting banks in New York City
were $140,000,000 less than on June 30, while
those at other reporting banks were $150,-
000,000 larger. Commercial, industrial, and
agricultural loans increased by $250,000,000
in the period and there was an increase in
inter-bank loans, but loans to brokers and
dealers in securities declined by $100,000,000
and holdings of investments by $160,000,000.
The decrease in investments reflected further
declines of about $100,000,000 in holdings of
United States Government obligations at
New York City banks and of $75,000,000 in
holdings of other securities, mostly at banks
outside New York. The decline in brokers'
loans was mostly at New York City banks.
The increase in commercial, industrial, and
agricultural loans occurred principally in the
cities of New York and Chicago and in the
Federal Reserve districts of Boston, Cleve-
land, St. Louis, Kansas City, and San Fran-
cisco. The growth represented in part the
purchase by banks in these districts of a large
portion of the $60,000,000 of 9-month notes
sold by the Commodity Credit Corporation
on August 2.
Deposits at New York City banks declined
substantially from the middle of June to
early in August, while those at banks in other
leading cities showed little change. On
August 18 adjusted demand deposits at New
York City banks were nearly $250,000,000
smaller than on June 30, and about $500,-
000,000 less than in March. Domestic inter-
bank balances, which declined sharply in the
first five months of the year, remained fairly
stable during the summer months.
Principal bankingtdevelopments in the first
half of 1937, shown by the call reports of con-
dition of all member banks
Banking as of June 30, 1937, com-
firlfhalTof*1937 P^sed a decrease of $260,-
000,000 in total loans and in-
vestments of member banks, an increase of
over $300,000,000 in reserves, and sharp de-
clines in deposits of domestic banks and of
the United States Government. Other de-
posits increased slightly. In other recent
years all of these items in the condition of
banks showed substantial increases. Aggre-
gate figures for all member banks in the first
half of 1937 reflect diverse movements at
different groups of banks and of different
types of loans, investments, and deposits.
The call-report figures indicate that country
banks did not show declines in their invest-
ments and deposits as had been previously
shown by weekly reporting banks in leading
cities.
During the first half of this year country
banks withdrew substantial amounts of their
balances from city banks and used the funds
in part to meet the increase in reserve re-
quirements prescribed by the Board of Gov-
ernors and in larger part to increase both
their loans and their investments. For the
purpose of meeting these withdrawals, as
well as the increased demand for loans from
their own customers, city banks reduced their
holdings of investments. The withdrawals
of bankers' balances and the growth of loans
continued throughout the six-month period,
but most of the decline in investments, espe-
cially in holdings of United States Govern-
ment obligations, was effected in the first
quarter of the year. The principal changes
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in the banking situation during the first half
of 1937 are shown in the following table:
CONDITION OF MEMBER BANKS ON JUNE 30, 1937, AND
CHANGES IN FIRST HALF OF 1937
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i Total deposits less United States Government, Postal Savings
and bankers' deposits and items in process of collection.
Notwithstanding the increases in reserve
requirements made during the first half of
this year all classes of member banks con-
tinued to have excess reserves. Perhaps the
outstanding change in the banking situation
during the period was that country banks,
which in recent years have held unusually
large balances with city banks, put a con-
siderable part of these funds to other uses.
Prior to their withdrawal a part of the funds
obtained from these balances had been in-
vested by city banks and a part had been held
by them as excess reserves with the Reserve
banks. Consequently, a large part of the de-
mand for funds to meet both the increase in
reserve requirements and the growing de-
mand for loans throughout the country has
been met out of balances that had been held
in the financial centers. This is in accordance
with usual developments during an upswing
in business when funds previously held idle
and concentrated in money market centers
begin to be in demand throughout the country.
This year the withdrawal of funds from
financial centers had less effect on conditions
increas
e
in the money market than was the case on
other similar occasions, even though the con-
centration of funds was larger than usual.
This was due to the fact that a large part of
the funds was held as excess reserves, avail-
able for instant withdrawal, while in earlier
periods the funds had been largely employed
in stock-market loans which had to be called
or shifted to other lenders when an outflow
set in.
There was a further marked increase in
loans at member banks in the first half of
1937. The growth in the
demand for bank credit on
the part of commercial, in-
dustrial, and agricultural borrowers, which
began in most of the larger cities in the first
quarter of 1936 and continued through the
MEMBER BANK LOANS
CALL REPORT DATES,OCT.3,1928 - JUNE 30,1937
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remainder of that year, became more general
in the first half of 1937, when there was a
large demand for loans at country banks as
well as at city banks. In the first half of this
year the growth in commercial, industrial,
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called "other" loans, amounted to about
$620,000,000 and, as indicated on the chart,
the total amount of these loans on June 30,
1937, was the largest since the summer of
1932, although still much smaller than in
earlier years. Of the total increase for the
six months, $250,000,000 was at central re-
serve city banks in New York, $35,000,000 in
Chicago, $160,000,000 at reserve city banks,
and $180,000,000 at country banks. The in-
crease in Chicago was reduced somewhat by
repayment in the period of Commodity Credit
Corporation notes, about $40,000,000 of
which were held by Chicago banks on Decem-
ber 31, 1936. As compared with the growth
in the first half of 1936, the rate of increase
in commercial loans this year at New York
City banks was about the same, while at re-
serve city banks it was considerably less, and
at country banks it was about twice as large.
At reserve city banks, as shown by the
following table, most of the increase in com-
mercial loans occurred in the northeastern
districts of Boston, Philadelphia, and Cleve-
land and in the San Francisco district. In-
creases in the San Francisco and Cleveland
districts followed substantial growth in 1936.
"OTHER" LOANS OUTSTANDING AT RESERVE CITY AND
COUNTRY MEMBER BANKS JUNE 30, 1937, AND
CHANGES IN FIRST HALF OF 1937
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1 Includes all loans other than loans to banks, loans on securities and
on real estate, and holdings of acceptances and open-market commer-
cial paper.
2 "Other loans" for central reserve city banks not shown in this table
amounted to $1,776,000,000 in New York, and $437,000,000 in Chicago
on June 30, 1937, showing increases of $249,000,000 and $35,000,000 re-
spectively.
At reserve city banks in the New York,
Chicago, Atlanta, and St. Louis districts,
where there had been substantial increases
in 1936, only a moderate growth or a slight
decline in commercial loans was reported in
the first half of this year.
At country banks, commercial, industrial,
and agricultural loans have increased this
year in every district. The largest percentage
increases were in the districts of Boston,
Minneapolis, and Dallas, and the smallest in
the Philadelphia and San Francisco districts.
Although most of the increase in loans at
member banks in the first half of 1937 was
in loans to business customers, other types of
loans also increased, as shown by the chart.
Loans to brokers and dealers in securities
rose by $125,000,000, real estate loans by
$100,000,000, loans on securities to customers
by $45,000,000, and holdings of open-market
paper by $20,000,000. The additional loans
to brokers and dealers were extended by New
York City banks and brought the total of such
loans to the highest level since 1931. As
shown in a previous section of this review,
however, there has been some decrease in
these loans since the end of June. Nearly all
of the increase in real estate loans took place
at reserve city and country banks. These
banks also added to their holdings of open-
market paper, while such holdings at New
York City banks declined. Loans on securi-
ties to customers increased somewhat in New
York but continued to decline elsewhere.
Holdings of United States Government se-
curities by member banks showed a consider-
able decline for the first
half of this year. Most of
the reduction occurred dur-
ing the first quarter, which
included the period of sharp decline in the
bond market. During the second quarter,
as shown on the following chart, member
bank holdings of direct obligations of the
United States Government increased slightly,
while their holdings of guaranteed obliga-
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holdings of all member banks continued to be
larger than on any report date prior to June
1936. New York City banks, which decreased
their holdings by $550,000,000 in the latter
half of 1936 and by $380,000,000 in the first
quarter of 1937, showed a further decline of
$200,000,000 in the second quarter of this
year, and, as brought out in an earlier sec-
tion of this review, the decline continued in
July and August. Following substantial de-
clines in their holdings in the first three
months of the year, Chicago banks had net
MEMBER BANK INVESTMENTS
CALL REPORT DATES.OCT3, 1928" JUNE 30,1937
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additions of $50,000,000 in the second quar-
ter and the holdings of reserve city banks
were practically unchanged. For the six
months each of these two groups of banks
showed declines of about $200,000,000.
Country banks increased their holdings most
in the second quarter, showing a total increase
of $140,000,000 for the six months.
The table below shows the amounts of
United States Government direct and fully
guaranteed obligations held by the various
classes of member banks and the Federal Re-
serve banks on June 30, 1937, the total of
such obligations outstanding on that date,
exclusive of various issues not publicly of-
fered, and changes in bank holdings and in
amounts outstanding by types of issues dur-
ing the first half of 1937. The table shows
that at New York City banks there were sub-
stantial reductions during the six months in
holdings of all types of issues—bonds, notes,
and bills. The decline in bonds was almost
exclusively in issues maturing after 1949,
holdings of which had been increased in the
latter half of 1936. The decrease at Chicago
was almost wholly accounted for by a reduc-
tion in holdings of Treasury bills in connec-
tion with transactions around April 1, the
date of assessment of the Illinois personal
property tax. Reserve city banks, which re-
duced their holdings of both long-term bonds
and notes, purchased more bills. The in-
crease in country bank holdings was mainly
in Treasury notes, and they also added some-
what to their small holdings of Treasury bills.
GOVERNMENT SECURITY HOLDINGS JUNE 30, 1937, AND
CHANGES IN FIRST HALF OF 1937








































































1 Total includes all fully guaranteed obligations and all interest-
bearing direct obligations, except Postal Savings bonds, adjusted service
bonds, and various other special issues. It includes United States
Savings bonds, which are held in only small amounts by banks.
The changes in the distribution of member
bank holdings by types of issues are partly
explained by the Treasury financing opera-
tions in March and June. Refunding opera-
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tions on March 15, whereby Treasury notes
maturing April 15 were exchanged for long-
term bonds, accounted for some of the decline
during the first quarter of the year in notes
held by member banks, although it appears
that banks also sold notes from their port-
folios during this period. On June 15 the
Treasury issued $850,000,000 of new notes,
the bulk of which originally was allotted to
banks. The increase in country bank hold-
ings of notes probably occurred at this time.
Reserve city and Chicago banks also showed
substantial increases in their note holdings
during the second quarter of the year. Note
holdings of New York City banks, however,
increased only $40,000,000 in the quarter;
they purchased substantial amounts of the
new issue on June 15 but sold a large part of
them before the June 30 call date. For the
six months as a whole holdings of Treasury
notes by member banks declined, although
the total of such notes outstanding increased.
Comparison of the increase in the amount
of United States Government direct and guar-
anteed obligations outstanding with the de-
cline in bank holdings indicates that about
$2,000,000,000 of Government securities were
taken by nonmember banks and other pur-
chasers in the first half of this year. Life
insurance companies were important buyers,
and on the basis of incomplete reports, it
would appear that about $500,000,000 of Gov-
ernment securities were added to their port-
folios in the half year. Some industrial cor-
porations also purchased more Government
securities, particularly notes and bills, in the
second quarter of the year, and there was
some conversion of foreign short-term bal-
ances into Treasury bills. The Treasury pur-
chased nearly $200,000,000 of Government
securities in the open market for Government
agencies and various trust accounts. About
$300,000,000 of United States Savings bonds
were sold during the first six months of 1937.
Since the amount of these bonds that can be
bought by any single purchaser in a year is
limited to $10,000, the bulk of them are held
holdings of other
securities
by individuals, rather than by banks and
other large institutional investors.
Whereas during the first quarter of the
year member banks reduced their holdings of
United States Government
Decline in obligations, in the second
quarter they liquidated a
considerable amount of
other securities. This decline amounted to
about $350,000,000 and was participated in
by all classes of member banks, except central
reserve city banks in Chicago. The chart
shows that member bank holdings of State
and local government securities, which had
increased rather continuously since 1931, fell
sharply in the second quarter of 1937, while
holdings of domestic corporate obligations,
following substantial increases in 1936, w
7ere
reduced in both the first and second quarters
of the year. The amount of foreign securi-
ties held by member banks was reduced
slightly.
In the first half of 1937 there was a de-
crease of $1,100,000,000 in interbank de-
posits in connection with the
Changes in increase in reserve requirements
eposits
^ decline of $250,000,000 in
adjusted demand deposits. As shown by the
chart, the decline in the latter was negligible
compared with the growth of over $9,500,-
000,000 in these deposits from the middle of
1933 to the end of last year, and they are
still much larger than at any time prior to
last December. United States Government
deposits at member banks also declined by
$250,000,000 in the first half of 1937. Time
deposits, which had increased at a moderate
rate in recent years, expanded further by
$385,000,000 and there was also a growth of
$190,000,000 in deposits of foreign banks,
chiefly in New York City. When bal-
ances of domestic banks are excluded and
adjustment is made for items in process of
collection, a slight increase is shown in de-
posits at member banks for the first six
months of the year.
A large part of the decline in adjusted de-
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mand deposits was at New York City banks,
where only a part of the decrease was offset
by an increase in time deposits. At reserve
DEPOSITS AT MEMBER BANKS
CALL REPORT DATES, DEC.31,1928" JUNE 30,1937
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city banks and country banks increases in
time deposits were larger than the decreases
in adjusted demand deposits. Much of the
decrease in demand deposits resulted from
the purchase by depositors of securities held
by banks, and it reflects, therefore, to some
extent the investment by depositors of funds
that might otherwise have been held idle.
One of the principal banking developments
in the first half of 1937 was the sharp decline
in the volume of domestic
Withdrawals of bankers' balances. As
bankers balances _ .
shown by the accompany-
ing chart, balances held by member banks for
their correspondents had expanded rapidly in
1934, 1935, and 1936. Most of these balances
were held on behalf of other member banks,
but that there was also a substantial increase
in balances held for nonmember banks is
indicated by the fact that balances of
domestic banks held by member banks
showed an increase in the three years of
over $3,300,000,000, while their balances
with domestic banks increased by about
$2,000,000,000.
In the first half of 1937 bankers' balances
were reduced to the level of the latter part of
1935. Notwithstanding the withdrawals,
which amounted to about $1,100,000,000, the
volume of member bank deposits due to do-
mestic banks was still in excess of $5,400,-
000,000 in the middle of 1937, compared with
about $3,500,000,000 held in 1928 and 1929.
The recent decrease in bankers' balances,
like the previous increase, was to a large ex-
tent a cumulative process. A large part of
these balances represent the redeposit by
banks with their correspondents of balances
placed with them by other banks. As a con-
sequence, funds withdrawn by banks from
their correspondents were to a great extent
obtained by these correspondents by drawing
upon their own balances at other banks. New
York City banks, however, do not maintain
any considerable balances with other banks
and when funds are withdrawn from these
banks, they have to draw down their reserves,
liquidate assets, or borrow. They resorted to
all three of these courses of action during the
first half of 1937.
For the six months taken as a whole,
country banks reduced their balances with
other banks by about $380,000,000, New York
City banks showed a decline in bankers' de-
posits of nearly $500,000,000, and banks in
other cities lost somewhat more in bankers'
deposits than they withdrew from their own
balances with correspondents. It appears
that nonmember banks may have withdrawn
as much as $250,000,000 of balances from
member banks.
Credit advanced by brokers to finance the
purchasing or carrying of securities, as meas-
ured by the customers' debit
balances of stock exchange
firms with margin accounts, declined in May
and June by about $70,000,000, after increas-
Security loans
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ing by $270,000,000 in the preceding eight
months to a peak for recent years of $1,560,-
000,000. There was little change in July.
Loans on securities by reporting member
banks to others than banks and brokers
showed small changes over this period.
Notwithstanding the recent decline in cus-
tomers' debit balances, borrowings by stock
exchange firms, which had increased by
$250,000,000 from the end of August 1936
to the end of April, had shown but a small
decline by the end of July. The failure to
reduce borrowings as advances to customers
declined reflected a decrease in customers'
credit balances. These balances declined by
$125,000,000 from the end of January to the
end of July, following a corresponding in-
crease in the preceding five months of rap-
idly advancing stock prices.
Appointment of Class C Director at
Federal Reserve Bank
On August 20, 1937, Mr. Thomas B. Mc-
Cabe was appointed as Class C director of
the Federal Reserve Bank of Philadelphia
for the unexpired portion of the three year
term ending December 31, 1939.
OBJECTIVES OF MONETARY POLICY
On August 2, 1937, the Board of Governors
sent to the Chairman of the Senate Com-
mittee on Agriculture and Forestry the fol-
lowing statement in response to his request
for an expression of the Board's views with
regard to a measure pending before the Com-
mittee :
From time to time the Board of Governors
of the Federal Reserve System is asked for
its opinion of bills pending in Congress that
would establish a central monetary authority
and direct it, as a primary objective, to
achieve and maintain a specified domestic
price level. In these bills it is generally as-
sumed that the stated objective may be at-
tained exclusively through monetary control,
and responsibility for accomplishing the end
sought is, therefore, placed upon the mone-
tary authority.
The Board assumes that, while price sta-
bilization is stated as the objective of such
proposals, the authors regard stability of
prices merely as a means toward a more im-
portant end, namely, the lessening of booms
and depressions and the increase in the na-
tional output and well-being, in the belief that
through the maintenance of a stable price
level the broader objective will be achieved.
The Board is in full agreement with the
ultimate objective of the proposals to pro-
mote economic stability, which means the
maintenance of as full employment of labor
and of the productive capacity of the country
as can be continuously sustained. The Board,
with the broader powers conferred upon it
by the Banking Act of 1935, performs essen-
tial functions necessary to the achievement
of this objective.
As to the adequacy and efficacy of the
means provided by the proposals to achieve
this objective, the conclusions reached by the
Board are briefly stated in the following dis-
cussion.
Price stabilization not an adequate objec-
tive.—That wide fluctuations in the price level
are disastrous is beyond question and deter-
mined efforts should be made to prevent such
fluctuations as would endanger economic sta-
bility. The Board is convinced, however, that
the broader objective of maximum sustain-
able utilization of the Nation's resources can-
not be achieved by attempting to maintain a
fixed level of prices, and that, therefore, price
stability should not be the sole or principal
objective of monetary policy.
Stabilization of individual prices by mone-
tary means is not proposed, nor would it be
feasible. Proposals for price stability neces-
sarily refer to some index or average of
prices. There is no general agreement on the
question of what constitutes a satisfactory
price index for this purpose, although the
general wholesale commodity price index is
often suggested.
No matter what price index may be adopted
as a guide, unstable economic conditions may
develop, as they did in the 1920's, while the
price level remains stable; business activity
can change in one direction or the other and
acquire considerable momentum before the
changes are reflected in the index of prices.
There are situations in which changes in the
price level would work toward maintenance
of stability; declining prices resulting from
technological improvements, for example,
may contribute to stability by increasing con-
sumption. There are other situations when
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